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Description of the Board 
 

Washington State Liquor Control Board 
July 1, 1999 through February 28, 2002 

 
 
ABOUT THE BOARD 
 

The Washington State Liquor Control Board was established by the state Legislature in 1934.  A 
part-time, three-member Board of Commissioners, appointed by the Governor and confirmed by 
the Senate to six-year staggered terms, administers the Board. 

 
The Board states its mission is to serve  the public by preventing misuse of alcohol and tobacco 
through education, enforcement and controlled distribution.  Principal activities of the Board 
include: 
 
• Licensing and inspecting all activities pertaining to the manufacture, sale and distribution 

of alcoholic beverages. 
• Enforcement of liquor and tobacco laws in cooperation with other governmental 

enforcement bodies. 
• Purchasing, warehousing and sales through its stores and agencies of liquor, wine and 

beer. 
• Collection of taxes on all beer and wine manufactured in or imported into the state. 
• Control and regulation of advertising of alcoholic beverages appearing in Washington 

newspapers and magazines and on signs, radio and television. 
 

The Board has a biennial budget of $157 million and 950 full-time employees. 
 
 
APPOINTED OFFICIALS 
 

These officials served during the audit period: 
 

Board of Commissioners: 
     Chair 

 
Merritt Long 
Vera Ing 
Roger Hoen 

 
 
ADDRESS 
 

Board 3000 Pacific Avenue Southeast 
Olympia, WA  98504-3080 
(360) 664-1600 

 



 
Washington State Auditor’s Office 

2 

Audit Overview 
 

Washington State Liquor Control Board 
July 1, 1999 through February 28, 2002 

 
 
BACKGROUND 
 

The Washington State Liquor Control Board contracts with vendors to haul liquor, wine and beer 
to locations where they are sold.  During fiscal year 2002, the Board paid approximately $4.9 
million to these vendors. 

 
On March 8, 2002, the State Auditor’s Office received a letter concerning a potential loss of public 
funds at the Board.  The letter stated that an out-going freight services vendor was falsely billing 
the Board for services rendered.  The vendor was apparently inflating freight bills to receive a 
greater payment than authorized.  As a result, we immediately began a special investigation to 
determine the extent of the loss. 

 
 
CONCLUSIONS 
 

We have determined that weak internal controls allowed a freight vendor to over-bill the Board 
and receive at least $839,706.90 in unauthorized payments between July 1, 1999, and  
February 28, 2002.  The vendor billed the Board for inflated weights on legitimate deliveries, 
billed the Board for deliveries that did not occur and double-billed for some deliveries.  A Board 
employee, assigned to a position outside the freight vendor payment process, received and 
approved the vendor’s billings for payment.  In a written statement, the employee acknowledged 
having a relationship with this vendor.  In addition, we found the vendor did not bill the Board for 
382 legitimate deliveries valued at $67,843.31. 

 
The vendor ceased making deliveries for the Board in March 2002. 

 
We referred this matter to the Thurston County Prosecuting Attorney for any further action 
deemed appropriate. 
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Scope and Opinion 
 

Washington State Liquor Control Board 
July 1, 1999 through February 28, 2002 

 
 
BACKGROUND 
 

This report represents the results of our audit of all Washington State Liquor Control Board 
payments made to one freight vendor during the period July 1, 1999, through February 28, 2002.  
The purpose of our audit was to determine whether these payments were properly authorized and 
adequately supported. 

 
Our audit was made in accordance with generally accepted auditing standards and included tests 
we considered necessary under the circumstances.  This audit was conducted under the authority 
of Revised Code of Washington 43.09.310. 

 
In our opinion, as detailed in the following finding, the vendor took advantage of weaknesses in 
the internal controls over freight payments by over-billing the Board and receiving at least 
$839,706.90 in unauthorized payments during the period July 1, 1999, through February 28, 
2002.  In addition, we found the vendor did not bill the Board for 382 legitimate deliveries valued 
at $67,843.31. 
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Schedule of Audit Findings 
 

Washington State Liquor Control Board 
July 1, 1999 through February 28, 2002 

 
 
1. A freight vendor over-billed the Washington State Liquor Control Board 

and received unauthorized payments for services. 
 
Description of Condition 
 
We found that a freight vendor over-billed the Board and received at least $839,706.90 in 
unauthorized payments between July 1, 1999, and February 28, 2002.  As described below, the 
vendor submitted false invoices to obtain payment for services the vendor did not provide.  In 
addition, we found the vendor did not bill the Board for 382 legitimate deliveries valued at 
$67,843.31. No federal funds were involved in this case.   
 
The vendor submitted false billings as indicated below. 
 

Reference Description Amount 
 

a. 
b. 
c. 

 
Inflated weights on legitimate deliveries 
Deliveries that did not occur 
Double billing 
          Total Losses 
Unbilled legitimate deliveries 
 
          Net to be Recovered 

 
$123,161.12 
  600,527.84 
  116,017.94 
   839,706.90  
   (67,843.31) 

 
$771,863.59 

 
a. Inflated weights on legitimate deliveries.  Payment for deliveries to liquor stores is 

determined by multiplying the weight of the freight load by the rate established in an 
agreement between the Board and all vendors.  Our analysis of the 1,103 freight 
deliveries the vendor reported during the audit period, disclosed that the vendor inflated 
600 of these deliveries by over 5,000 pounds (i.e., 54.39 percent of all deliveries).  The 
vendor was overpaid $123,161.12 through this method. 

 
b. Deliveries that did not occur.  We compared reported vendor freight deliveries to Board 

records and found the vendor submitted 1,100 invoices reporting 1,370 deliveries that did 
not occur.  The vendor was overpaid $600,527.84 through this method. 

 
c. Double-billing.  We compared reported vendor freight deliveries to Board records and 

found the vendor submitted 238 invoices requesting payment for 273 deliveries that had 
been previously billed to and paid for by the Board.  The vendor was overpaid 
$116,017.94 through this method. 

 
The Board is reviewing its insurance bonding policy with the carrier to determine if losses 
due to vendor over-billing are covered. 

 
Cause of Condition 
 
Our audit revealed the following internal control weaknesses: 
 
• There was no requirement that staff verify reported deliveries or the reported weights of 

those deliveries from vendor billings to other Board freight shipment records prior to 
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payment.  This enabled the vendor to bill the Board for shipments that were not delivered 
to liquor stores and for inflated weights of the deliveries. 

 
• The review of vendor billings was inadequate.  An employee, assigned to a position 

outside the freight vendor payment process, received and approved the vendor’s billings 
for payment.  In a written statement, the employee also acknowledged having a 
relationship with this vendor.  At times, this employee also personally delivered payment 
warrants to the vendor.  These actions compromised the Board’s internal controls over 
freight vendor payments. 

 
• The vendor was not required to submit original bills for payment.  The vendor submitted 

bills by facsimile machine and was not required to subsequently provide original copies of 
these documents to the Board.  This enabled the vendor to submit duplicate copies of 
bills for payment. 

 
Effect of Condition 
 
Inadequate internal controls increase the risk of a loss of funds and impair the Board’s ability to 
prevent or detect errors and irregularities in a timely manner.  In this case, the vendor took 
advantage of weaknesses in the internal controls by over-billing the Board and receiving at least 
$839,706.90 in unauthorized freight payments during the period July 1, 1999, through  
February 28, 2002.  These actions deprived the Board of the use of these funds for other 
legitimate public purposes.  In addition, we found the vendor did not bill the Board for 382 
legitimate deliveries valued at $67,843.31. 
 
Recommendations 
 
We refer this matter to the Thurston County Prosecuting Attorney for any action deemed 
appropriate. 
 
Based on the written statement by the Board employee, we are also referring this matter to the 
Executive Ethics Board for its review under RCW 42.52. 
 
We recommend the Board seek recovery of the $771,863.59 in freight overpayments and related 
audit/investigation costs of $32,556 from the vendor.  Any compromise or settlement of this claim 
must be approved in writing by the Attorney General and State Auditor as directed by RCW 
43.09.310. 
 
We also recommend the Board improve its system of internal control to protect public assets from 
loss. 
 
Board’s Response 
 
We received the following response to our finding from Pat Kohler, Administrative Director for the 
Board, in a letter dated August 12, 2002. 
 
Consistent with your recommendations, the Liquor Control Board (LCB) took immediate action in 
March 2002, to review all financial internal accounting procedures and implement new controls.  
A 100 percent review of all LCB freight carrier payments was immediately conducted by the 
agency.  It was found that this case of fraud is an isolated case.  We concur with the Auditor’s 
report that internal controls were compromised by an agency employee that allowed the freight 
carrier to use billing procedures not used by any other Board freight carrier.  The LCB employee 
was terminated for neglect of duty, gross misconduct and willful violation of agency rules and 
procedures. 
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New procedures and accounting controls have been implemented that will safeguard public 
money and increase the agency’s ability to detect fraud.  In addition, all LCB Financial Division 
staff has received training regarding fraud through the Auditor’s Office and the Office of Financial 
Management Internal Controls.  Training has also been given regarding state ethics policies.  
Furthermore, we are conducting a comprehensive management review of all agency internal 
controls and management practices. 
 
We have fully cooperated with the State Auditor’s Office and have coordinated a criminal 
investigation with the Thurston County Prosecutor and the State Patrol.  The Attorney General’s 
Office was contacted and has been requested to prepare a civil RICO case to recover all assets. 
 
We want to thank Mr. Paul Knapp of the State Auditor’s Office for all his efforts with the audit 
investigation and Mr. Joseph Dervaes for the fraud training provided to the LCB staff. 
 
Auditor’s Remarks 
 
We would like to express our appreciation to the management and staff of the Board for its 
cooperation during this investigation and for its commitment to address and correct the audit 
weaknesses noted in this finding.  When this loss was initially detected, the Board recognized the 
need for more detailed reviews of vendor billings and made immediate changes to its procedures.  
At the Board’s request, our Office also provided a fraud awareness class to the staff. 


